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SIGNIFICANCE  OF  THE  BANKING  SITUATION  IN 

COLORADO 

By  John  B.  Phillips 

This  paper  concerns  itself  mainly  with  that  part  of  the  financial  situa¬ 
tion  that  is  represented  by  the  banking  laws.  Many  causes  have  been 
operative  in  making  the  banking  situation  what  it  is  in  this  state,  and 
these  causes  are  now  operating  to  bring  home  to  the  minds  of  the  people 
the  need  of  certain  changes  in  our  banking  legislation. 

For  many  years  Colorado  was  a  frontier  state.  It  was  on  the  border 
between  the  developed  and  undeveloped  resources  of  the  United  States. 
As  a  frontier  state  its  population  was  engaged  in  exploiting  undeveloped 
resources.  For  this  purpose  a  different  class  of  people  is  necessary 
from  the  kind  of  persons  suited  to  carry  on  the  industries  in  an  older 
and  more  thickly  settled  region.  In  the  frontier  state  the  settlers  must 
live  distant  from  each  other,  hardships  must  be  endured,  self-reliance 
must  abound. 

These  demands  of  the  frontier  had  their  effect  on  the  immigrants 
that  came  here.  Those  men  and  women  who  left  their  homes  in  the 
East  and  came  to  develop  the  resources  of  our  state  were  strong,  healthy, 
aggressive  and  ambitious.  The  timid  young  men  and  women  remained 
in  the  eastern  states  and  engaged  in  the  routine  industries.  The  restless, 
adventurous,  and  daring  young  men  and  women  came  to  seek  their 
fortune  in  the  new  lands  of  the  West.  This  is  why  so  many  of  the 
captains  of  industry  and  leaders  in  politics  are  men  trained  in  the  enter¬ 
prising  spirit  of  the  West. 

In  the  history  of  the  United  States  there  is  no  more  conspicuous  fact 
than  that  the  leaders  from  the  very  beginning  have  been  men  trained  in 
the  West.  The  frontier  it  seems  has  developed  the  dash  and  enterprise 
necessary'  to  the  leader.  The  West  has  always  had  an  influence  on  the 
history  of  the  country  out  of  all  proportion  to  its  numbers.  Washington, 
Jefferson,  Jackson,  Harrison,  Taylor,  and  Lincoln  were  all  men  of  the 
frontier.  They  represented  the  West.  The  War  of  1812  was  a  war  of 
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the  western  people.  It  was  pushed  through  against  the  opposition  of  the 
eastern  section  of  the  country.  The  western  young  men  were  in  Congress 
and  they  made  their  influence  felt.  This  they  have  not  ceased  to  do 
notwithstanding  the  fewness  of  their  numbers  nor  the  scattered  constitu¬ 
encies  they  represent. 

One  of  the  most  significant  effects  of  the  frontier  has  been  its  encour¬ 
agement  of  democracy.  The  doctrine  of  equal  rights  for  all  the  popula¬ 
tion,  man,  woman,  and  child,  finds  its  fullest  expression  in  the  legislation 
of  the  newer  states  of  the  West.  This  is  the  region  where  special  privi¬ 
leges  are  likely  to  be  the  most  unusual.  The  ideal  of  liberty  is  seldom 
lost  sight  of  and  a  feeling  of  personal  freedom  quite  unknown  in  the 
eastern  lands  of  steady  habits  is  the  abiding  prerogative  of  every  citizen. 
Such  a  condition  of  affairs,  such  an  intense  democracy  has  tended  to 
cultivate  in  our  population  a  boundless  spirit  of  self-reliance.  The 
western  states  are  the  last  ones  to  think  any  sort  of  paternal  legislation 
necessary.  They  are  the  states  that  are  most  likely  to  be  opposed  to  the  x 
state  regulation  of  industry. 

Aside  from  having  been  a  frontier  state,  Colorado  has  been  and  is 
today  very  largely  a  mining  state.  The  character  of  its  population  has 
been  in  some  degree  affected  by  this  industry.  Mining  is  a  different 
industry  from  many  of  the  more  routine  occupations.  It  is  quite  different 
from  agriculture.  A  very  different  type  of  mind  is  needed  to  succeed 
in  the  mining  industry  from  the  type  of  mind  needed  for  success  in 
agriculture.  There  are  ups  and  downs  in  the  mining  business.  A  large 
element  of  risk  is  always  present.  It  calls  for  adventurous  men.  Timid 
men  do  not  engage  in  the  mining  industry.  Men  of  daring  willing  to 
play  for  large  stakes  are  needed  to  develop  a  mining  state. 

Men  with  these  traits  of  mind  are  restless  and  more  or  less  unsettled. 
They  are  likely  to  be  discontented  when  compelled  to  carry  on  routine 
industry  yielding  small  returns.  The  prospect  of  sudden  riches  by 
strikes  in  mining  makes  the  quiet  life  in  routine  industry  dull  and  dis¬ 
tasteful.  A  rich  mining  strike  tends  to  start  a  speculative  fever  in  the  pop¬ 
ulation.  And  in  a  population  for  many  years  engaged  in  this  kind  of  in¬ 
dustry  there  is  a  readiness  to  undertake  speculative  enterprises  that  is  not 
found  in  the  more  lethargic  states  where  only  routine  industry  prevails. 
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What  is  here  said  was  more  true  of  the  population  of  Colorado  in  the 
early  days  than  is  the  case  now.  Yet  the  effects  of  this  early  period 
have  not  been  entirely  obliterated  from  the  population  of  today. 

Such  in  a  general  way  are  the  characteristics  of  our  population.  It 
is  well  that  we  have  this  kind  of  a  population  for  just  these  qualities  are 
still  very  largely  needed  to  develop  the  magnificent  possibilities  of  this 
state.  We  have  hardly  done  more  than  make  a  beginning  in  the  develop¬ 
ment  of  the  resources  here.  A  glance  at  the  industrial  map  of  the  state 
shows  that  agriculture  has  been  developed  in  but  few  sections.  Its 
possibilities  are  vast.  Improved  processes  in  mining  will  greatly  increase 
that  industry.  We  need  more  railroads  to  open  up  some  of  the  most 
fruitful  sections  of  the  state.  And  in  manufactures  why  must  we  be 
dependent  upon  goods  made  in  the  eastern  states  ?  There  seems  to  be 
no  good  reason  why  manufactures  of  all  kinds  should  not  develop  in  the 
state  of  Colorado.  There  is  reason  to  hope  that  in  the  future  even  in 
spite  of  the  discriminating  railroad  rates  a  great  multitude  of  manu¬ 
facturing  concerns  will  make  their  homes  on  our  soil. 

Now  what  are  some  of  the  fundamental  needs  for  the  development 
of  the  possibilities  of  our  state  ?  We  need  an  aggressive  population. 
This  we  do  not  need  to  worry  about.  The  kind  of  immigrants  who 
come  here  will  be  men  of  enterprise.  As  a  rule  we  are  not  likely  to  get 
a  poor  class  of  men  to  undertake  the  management  of  the  industries. 
In  industrial  efficiency  our  population  is  now  superior  to  that  of  many 
states,  and  there  is  reason  to  believe  that  the  newcomers  will  not  be 
inferior. 

We  need  capital.  This  will  come  in  the  course  of  time.  The  higher 
rates  of  interest,  the  growth  of  sound  credit,  and  the  minimizing  of  the 
element  of  risk  will  bring  in  capital  in  abundance  from  other  states. 
Among  these  the  growth  of  sound  credit  and  confidence  is  of  very  great 
importance. 

Modern  industry  demands  more  credit  and  confidence  than  were 
needed  in  the  earlier  times.  There  has  been  a  great  increase  in  co-opera¬ 
tion,  specialization  and  division  of  labor.  There  is  more  interde¬ 
pendence  in  the  modern  world.  Our  water  supply  no  longer  comes 
from  our  own  well ;  our  meat  is  canned  in  a  distant  city.  We  are  co-oper- 
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at  in"  and  must  place  confidence  in  the  honesty  and  good  judgment  of 
others. 

The  magnitude  of  modern  industry  has  increased.  There  is  greater 
competition  in  business.  Modern  business  is  done  on  credit,  and,  owing 
to  the  increase  in  competition  and  the  size  of  industries,  larger  loans 
and  more  credit  are  constantly  demanded.  Therefore  the  result  is  an 

j 

increase  in  the  use  of  credit.  Individuals  who  did  not  think  of  using 
credit  a  dozen  years  ago  are  now  demanding  it  and  having  secured  it 
are  engaging  in  new  enterprises. 

The  services  of  credit  are  of  inestimable  value  in  industry.  Property 
cannot  always  be  sold  when  the  owner  desires  purchasing  power.  By 
the  use  of  credit,  however,  property  can  be  coined  into  money  and 
exchanged  for  goods.  The  result  is  that  the  management  of  industry 
is  put  into  the  hands  of  the  most  capable  managers  by  this  use  of  credit. 
Individuals  who  happen  to  have  the  money  on  hand  are  not  always 
the  most  capable  to  undertake  the  management  of  industry. 

Credit  is  obtained  through  banks.  They  are  the  credit  institutions 
of  society.  They  flourish  by  having  the  confidence  of  the  community. 
Their  business  is  to  coin  goods  into  a  means  of  payment.  Their  services 
in  turning  goods  into  credit  and  in  this  way  encouraging  the  growth  of 
industry  and  the  progress  of  civilization  are  beyond  measure. 

The  banker  turns  goods  into  purchasing  power  on  his  own  responsi¬ 
bility.  He  alone  decides  how  much  credit  shall  be  given  in  any  case. 
He  determines  how  large  the  mortgage  on  the  house  or  farm  shall  be, 
and  how  large  a  loan  on  the  various  kinds  of  collateral  offered  may  safely 
be  given.  The  importance  of  good  judgment  in  the  banker  is  at  once 
apparent.  Poor  judgment  brings  a  banker  to  speedy  financial  ruin. 
The  test  of  good  banking  is  whether  or  not  there  is  an  actual  movement 
of  goods  back  of  the  credit  given. 

Banks  give  two  kinds  of  credit,  normal  and  abnormal.  Normal 
credit  is  credit  given  for  goods.  It  expands  with  growing  wealth  and 
the  increase  of  commodities.  When  credit  is  given  based  on  goods  there 
is  not  likely  to  be  an  undue  expansion  of  it.  The  expansion  of  this  sort 
of  credit  is  not  to  be  feared  and  its  effect  on  the  general  price  level  can 
not  be  more  than  temporary. 


SIGNIFICANCE  OF  BANKING  SITUATION  IN  COLORADO 


55 


On  the  other  hand,  abnormal  credit  is  quite  a  different  and  much- 
more  serious  matter.  This  kind  of  credit  is  an  increase  of  purchasing 
power  beyond  the  value  of  the  goods  owned.  It  may  and  usually  does 
cause  speculation  and  rising  prices.  When  it  is  easy  to  get  more  credit 
than  the  collateral  is  worth,  speculative  enterprises  will  be  undertaken. 
The  industrial  world  is  intoxicated.  Hope  abounds.  Stock  in  the 
Keeley  Motor  Company  can  easily  be  sold.  Conditions  are  established 
for  growing  tulips  in  Holland,  and  blowing  bubbles  in  the  South  Sea. 
In  short  the  foundations  for  commercial  crises  may  be  laid  in  this  way. 

There  are  two  causes  of  abnormal  credit.  One  is  error  of  judgment 
by  the  banker,  and  the  other  is  conscious  fraud.  It  is  possible  for  all 
human  beings  to  err  in  their  judgments  of  the  values  of  commodities 
and  securities.  In  a  period  of  rising  prices,  it  is  exceedingly  hard  to  tell 
whether  the  prices  represent  a  healthy  growth  of  industry  or  are  the 
result  of  credit  too  freely  given.  The  banker  is  liable  to  err  at  such 
times  as  are  all  the  rest  of  us.  It  is  said,  however,  that  this  is  the  unim¬ 
portant  cause  of  abnormal  credit.  The  chief  cause  is  believed  to  be 
conscious  fraud.  Excessive  loans  are  made  to  promoters,  and  again, 
the  directors  are  interested  in  some  enterprise  needing  an  excessive  loan 
for  its  financiering.  Their  bank  accordingly  makes  the  loan.  Some¬ 
times  they  organize  themselves  into  a  separate  company,  and  borrow 
largely  from  their  bank.  In  this  way,  then,  the  greater  amount  of  abnor¬ 
mal  credit  comes  into  existence.  In  any  case  the  amount  of  credit  to 
come  into  existence  is  very  largely  determined  by  the  banker. 

It  is  thus  apparent  that  the  power  of  the  banker  over  industrial  con¬ 
ditions  is  very  great.  He  regulates  the  amount  of  credit  and,  as  the 
industries  of  the  country  are  conducted  on  a  credit  basis,  he  also  to  a 
large  extent  regulates  the  industries.  Hence,  the  importance  to  the 
community  of  the  good  judgment  and  honesty  of  the  banker.  There  is 
perhaps  no  class  in  the  country  whose  judgment  and  honesty  are  so 
closely  associated  with  our  industrial  progress.  Upon  no  one  class  of  men 
does  the  welfare  of  any  community  depend  more  than  upon  its  bankers. 
It  is  therefore  of  the  highest  importance  that  society  do  what  it  can  to 
place  its  bankers  in  an  environment  that  will  secure  the  wisest  and  most 
impartial  of  their  judgments  in  the  matter  of  extending  credit  to  those 
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about  to  undertake  the  management  of  industry.  In  so  far  as  it  can 
society  should  seek  to  minimize  the  temptations  incident  to  the  banking 
business. 

There  are  two  kinds  of  temptations  in  banking.  Those  incident  to 
the  fiduciary  relationship,  and  those  due  to  competition  under  modern 
conditions  of  life. 

Banking  is  largely  a  fiduciary  occupation.  The  banker  possesses 
the  confidence  of  the  community  and  has  on  hand  a  large  amount  of 
money  belonging  to  other  persons  and  this  he  knows  will  not  be  called 
for  during  a  considerable  period  of  time.  He  also  knows  of  many 
promising  opportunities  for  investment  of  which  the  general  public  is 
entirely  ignorant.  He  is  familiar  with  the  gigantic  schemes  of  the  pro¬ 
moter,  and  he  is  also  acquainted  with  the  tricks  of  corporation  finance. 
In  consequence,  he  is  tempted  more  than  other  classes  in  the  community 
to  engage  in  speculation.  Brokers  in  the  larger  cities  say  that  it  is 
not  uncommon  for  bankers  in  the  smaller  places  to  furnish  them  money 
with  instructions  to  go  long  or  short  on  certain  kinds  of  stocks. 

Under  modern  conditions  of  industrial  and  social  life  competition  is 
fiercer  for  the  moneyed  classes.  The  banker  belongs  to  these  classes. 
There  is  a  certain  cleavage  in  society  between  these  and  other  classes. 
The  financial  interests  are  sharply  defined.  Standards  are  set  by  the 
leaders  in  financial  and  banking  circles.  The  small  banker  tries  to  live 
up  to  the  standard  set  by  the  great  banker.  This  is  conspicuously  shown 
in  the  modern  race  to  build  elegant  bank  buildings.  In  the  advertise¬ 
ments  that  are  now  running  in  the  banking  magazines  it  is  quite  the  thing 
to  have  a  picture  of  the  building.  Especially  is  this  the  case  if  the  build¬ 
ing  is  a  fine  one.  Everyone  is  familiar  with  instances  where  one  bank 
in  a  city  has  put  up  a  fine  building  and  the  other  banks  have  not  been 
slow  to  build  also  and  to  try  and  surpass  the  buildings  of  their  competitors. 
What  is  true  of  the  buildings  applies  also  to  the  interior  furnishings. 
A  series  of  articles  is  now  running  in  the  Bankers'  Magazine  showing 
the  interiors  of  the  more  important  banks  in  the  larger  cities  of  the 
United  States.  Nearly  all  the  illustrations  are  of  interiors  finished  in 
marble.  Formerly  bank  fixtures  were  in  some  sort  of  wood,  but  with  the 
increase  of  wealth  in  the  country  it  seems  that  only  marble  will  answer 
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the  purpose.  These  articles  show  if  they  show  anything  that  there  is  a 
most  fierce  competition  in  the  matter  of  bank  fixtures  and  furnishings. 
It  is  true  the  public  is  frequently  foolish  enough  to  allow  its  patronage  of 
a  financial  institution  to  be  in  some  considerable  measure  determined 
by  the  elegance  of  the  interior  of  the  banking-house.  It  would  seem, 
however,  that  with  the  revelations  the  past  two  years  have  made  in  the 
management  of  great  financial  institutions,  the  public  will  in  the  future 
be  more  attracted  by  the  character  of  the  banker  than  by  the  elegance  of 
marble  fixtures  and  sumptuous  furniture.  If  this  is  true  such  extrava¬ 
gant  banking  houses  will  be  less  necessary  in  the  banking  business  of  the 
future. 

Competition  has  developed  another  practice  among  the  banks  that 
is  generally  regarded  as  unfavorable  to  sound  banking.  This  is  the  prac¬ 
tice  of  paying  interest  on  deposit  balances.  Superintendent  Kilburn 
of  New  York  says  that  the  banks  in  his  state  are  paying  too  high  rates 
of  interest  on  these  balances.  The  banks  do  this  in  order  to  get  money, 
and  are  thus  tempted  to  loan  on  poorer  security  as  it  will  pay  a  higher 
rate  of  interest.  He  thinks  this  is  a  matter  that  the  banks  and  trust 
companies  should  settle  among  themselves.  The  banks  in  Albany  made 
an  agreement  in  1905  not  to  pay  interest  on  balances  under  $10,000. 
The  agreement  was  a  success.  Very  little  money  it  is  said  was  with¬ 
drawn  from  the  city  in  consequence.1 

These  general  considerations  on  the  effect  of  competition  in  the  bank¬ 
ing  business  apply  with  much  force  to  Colorado.  Our  bankers  are 
exposed  to  the  same  temptations  that  confront  those  in  other  states. 
They  must  regulate  the  amount  of  credit  to  be  given  and  they  must  also 
prevent  the  growth  of  abnormal  credit.  This  is  not  easy.  It  has  been 
shown  that  our  population  is  composed  of  aggressive  and  adventurous 
pioneers  and  their  descendants  as  well  as  a  large  element  of  enterprising 
immigrants  from  other  states.  Come  to  seek  their  fortune  in  the  West, 
they  bring  little  capital  and  they  want  credit.  Our  own  citizens  are 
optimistic;  they  have  faith  in  speculative  enterprises.  The  fever  of 
speculation  brought  on  by  the  development  of  mining  in  this  state  has 
not  yet  entirely  run  off.  Fortune- seeking  immigrant  and  optimistic 

1  “Report  of  Supt.  of  Banks,  N.  Y.,”  Bankers'  Magazine ,  Vol.  LXXII,  p.  no,  1906. 
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prospector  and  promoter  make  their  appeal  to  our  bankers.  Whether 
or  not  too  much  credit  shall  be  given  them  depends  upon  the  banker’s 
judgment.  This  is  why  we  need  banking  laws  that  will  assist  the  banker 
in  deciding  wisely,  and  thus  protect  ourselves  from  an  undue  expansion 
of  credit  and  its  consequent  injury  10  sound  business  enterprise. 

Among  the  more  important  defects  in  the  banking  laws  of  Colorado 
are  confusion  and  the  absence  of  supervision.  There  is  confusion  in 
the  law  which  defines  the  banking  powers  of  trust  companies.1  The 
law  enumerates  the  powers  of  trust  companies  and  seems  to  include 
all  the  banking  powers  and  then  says  that  these  companies  shall  not 
engage  in  banking  except  as  herein  authorized.  This  last  clause  is  of 
doubtful  meaning  and  just  what  was  the  intent  of  the  legislature  in  enact¬ 
ing  it  has  never  been  made  clear.  It  looks  as  though  it  might  have  been 
inserted  to  make  the  bill  pass  easily  so  that  the  unwary  might  not  suspect 
that  trust  companies  had  banking  powers.  It  recalls  the  character  of 
the  Manhattan  Company  of  New  York  City.  Some  of  the  anti-federal¬ 
ists,  among  them  Aaron  Burr,  wanted  a  charter  for  a  bank  in  New  York. 
The  legislature  was  then  in  session  but  it  was  a  federalist  legislature  and 
Burr  well  knew  that  it  would  not  grant  him  a  charter.  He  therefore 
conceived  a  method  of  obtaining  one  by  stealth.  There  had  been  an 
epidemic  of  yellow  fever  in  New  York  and  it  was  commonly  thought  to 
be  due  to  the  poor  water  supply.  Burr  went  to  the  legislature  and  asked 
for  a  charter  for  a  company  to  provide  a  pure  water  supply  for  the  city 
of  New  York.  In  the  bill  which  he  drew  and  presented  to  the  legislature 
was  a  clause  that  any  surplus  of  the  capital  of  the  company  might  be 
employed  in  any  moneyed  transactions  not  inconsistent  with  the  constitu¬ 
tion  and  laws  of  the  state.  The  federalists,  even  such  astute  men  as 
John  Jay,  did  not  mistrust  that  banking  powers  were  concealed  in  this 
innocent  looking  clause.  This  company  immediately  started  a  bank 
with  half  of  its  capital  and  exists  as  the  Manhattan  Company  to  this  day. 
It  long  since  ceased  to  be  a  water  company. 

The  liability  of  stockholders  in  banks  and  trust  companies  is  not 
clearly  defined.  The  law  of  1885  says  that  shareholders  in  banks, 
savings  banks,  trust,  deposit,  and  security  associations  shall  be  individu- 


1  Laws  0}  1891,  pp.  102-105,  §3;  Mills'  Statutes ,  §544*:. 
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ally  responsible  in  double  the  amount  of  the  par  value  of  the  stock  owned 
by  them.1  The  law  of  1891  says  the  stockholders  in  trust  companies  shall 
be  liable  to  the  amount  of  their  stock  and  in  addition  thereto.  What 
the  phrase  “in  addition  thereto”  means  has  not  been  settled.  It  may 
mean  that  the  liability  of  the  stockholders  is  unlimited.  If  such  be  its 
meaning  it  is  bad  as  it  will  tend  to  check  the  growth  of  credit  institutions. 

Again,  in  the  matter  of  limiting  the  loans  to  any  one  person,  firm,  or 
corporation,  the  law  should  be  changed.  Banks  may  not  loan  more  than 
25%  of  their  capital  in  this  way.2  Savings  banks  and  trust  companies 
are  not  hampered  by  law  in  the  amount  of  such  loans. 

The  most  serious  defect  in  the  banking  laws  of  Colorado  is  the  absence 
of  supervision.  As  has  been  already  pointed  out,  the  people  of  the  West 
are  self-reliant.  They  do  not  look  with  favor  on  government  control. 
There  is  a  feeling  that  each  citizen  can  look  out  for  himself.  It  is  difficult, 
however,  for  each  individual  to  look  out  for  himself  in  so  important  a 
matter  as  banking.  The  state  has  taken  over  the  coinage  of  money 
because  it  can  secure  a  good  money  system  with  less  difficulty  than  any 
individual,  no  matter  how  self-reliant  he  may  be.  So  of  the  banking 
system.  The  state  can  by  a  careful  supervision  of  the  banks  save  energy 
for  the  individual.  To  attain  their  greatest  usefulness  banks  and  trust 
companies  must  secure  the  maximum  confidence  of  the  public.  The 
danger  of  bank  failures  must  be  reduced  to  a  minimum.  Frequent 
examinations  are  an  aid  to  good  bank  management.  Thirty-five  states 
and  territories  require  examinations  of  their  banks  and  trust  companies; 
some  annually,  some  twice  a  year.3  There  seems  to  be  a  growing  tend¬ 
ency  to  require  two  examinations  a  year.  State  examinations  of  credit 
institutions  has  become  a  settled  principle  of  American  financial 
policy. 

A  state  superintendent  of  banks  is  an  important  officer  and  the  manner 
of  his  appointment  is  not  easy  to  decide.  Above  all  things  this  office 
should  be  kept  out  of  politics.  The  national  bank  examiners  are 

1  Laws  of  1885 ,  p.  264,  §1;  Mills'  Statutes,  §533. 

2  Laws  of  1885,  p.  51,  §1;  Mills'  Statutes,  §223. 

3 Arizona;  California;  Connecticut;  Delaware;  District  of  Columbia;  Florida;  Georgia;  Illinois;  Indiana; 
Iowa;  Kansas;  Louisiana;  Maine;  Maryland;  Massachusetts;  Michigan;  Minnesota;  Missouri;  Montana; 
Nebraska;  New  Hampshire;  New  Mexico;  New  York;  North  Carolina;  North  Dakota;  Oklahoma; 
Pennsylvania;  South  Carolina;  South  Dakota;  Texas;  Utah;  Vermont;  West  Virginia;  Wisconsin;  Wyoming 
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appointed  largely  through  pull.1  Each  examiner  makes  150  perfunctory 
examinations  a  year.  Hence,  the  contempt  for  them  which  is  so  preva¬ 
lent  among  the  bankers.  Probably  the  best  way  to  secure  a  bank  exam¬ 
iner  or  superintendent  of  banks  whose  position  will  not  in  any  way  be 
dependent  upon  political  pull  will  be  to  have  him  appointed  by  the  gov¬ 
ernor  on  the  recommendation  of  the  state  bankers’  association.  In  this 
way  a  capable  man  will  be  secured  and  his  efficiency  will  not  be  injured 
by  the  machinations  of  the  professional  politician. 

When  a  superintendent  of  banks  has  been  appointed  he  should  have 
sufficient  power  to  make  his  influence  effective.  He  should  be  empow- 
ered  to  examine  banks  at  any  time  and  on  his  own  initiative.  His 
examination  should  be  thorough  enough  to  make  him  familiar  with  the 
class  of  loans  and  their  security.  Unless  he  becomes  reasonably  familiar 
with  the  loans  of  the  institution,  his  examination  is  of  little  value.  The 
state  superintendent  of  banks  should  also  have  the  power  to  close  a  bank 
and  apply  for  a  receiver  when  it  is  conducted  in  an  unsafe,  dangerous,  or 
unlawful  manner.  In  some  states  this  officer  has  the  aforesaid  power, 
though  it  is  not  general.  The  federal  officers  can  close  a  bank  only 
when  it  is  insolvent.  When  the  state  examiner  can  close  a  bank  if  it  is 
conducted  unlawfully,  a  force  is  set  in  motion  that  makes  for  good 
banking.  Knowing  the  state  officer  had  this  power,  the  banks  would  be 
careful  in  the  management  of  their  business. 

Trust  Companies 

Whatever  system  of  regulating  banks  may  be  instituted  by  the  state, 
it  should  be  applied  equally  to  the  regulation  and  examination  of  trust 
companies.  These  institutions  have  grown  up  among  the  banks  for  the 
purpose  of  meeting  the  demand  for  certain  financial  operations  which 
it  was  impossible  for  the  banks  to  perform.  In  most  states  the  powers 
given  to  them  are  somewhat  vague  and  generally  the  charters  have  been 
construed  to  give  to  these  corporations  banking  powers.  As  a  result 
these  companies  are  generally  engaged  in  the  banking  business.  In 
many  states  these  institutions  are  more  favored  by  the  law  than  are 
banks.  This  is  the  case  in  Colorado  as  has  been  pointed  out.  No 


1  Bankers'  Magazine ,  New  York,  Vol.  LXXII,  p.  57,  1906. 
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reserve  is  required  to  be  maintained  by  trust  companies,  nor  is  there 
any  limit  to  the  amount  they  may  loan  to  one  person.  The  result  of  this 
is  the  encouragement  of  an  unhealthy  competition  to  get  deposits.  The 
companies  pay  too  high  rates  of  interest  on  balances  and  the  banks  are 
compelled  to  meet  this  competition  in  order  to  retain  their  patrons.  It 
is  said  that  trust  companies  sometimes  borrow  on  collateral  and  reckon 
the  sums  so  received  with  their  deposits  in  order  to  make  a  more  favorable 
showing,  and  in  this  way  attract  more  trust  funds.  The  concerns  not 
subject  to  inspection  are  more  likely  to  resort  to  schemes  of  this  nature. 

In  the  state  of  New  York  supervision  of  trust  companies  was  instituted 
in  the  year  1874.  The  first  year  of  its  operation  three  trust  companies 
which  had  been  conducted  in  a  dangerous  and  illegal  manner  were  com¬ 
pelled  to  suspend  operations.  $6,000,000  of  deposits  were  paid  out 
in  full  to  their  owners.1  Had  no  state  examinations  been  made  and 
only  reports  of  the  officers  of  these  institutions  been  depended  upon,  the 
three  companies  might  have  gone  on  till  a  much  worse  condition  pre¬ 
vailed  and  the  depositors  might  have  lost  a  large  part  if  not  all  of  their 
money.  Before  state  examinations  were  begun  in  New  York  trust  com¬ 
panies  had  seldom  failed  whose  recently  published  statements  did  not 
show  a  surplus.2 

There  is  a  pronounced  movement  in  the  United  States  toward  bringing 
trust  companies  engaged  in  the  banking  business  under  the  same  law 
that  applies  to  banks.  The  bank  examiner  as  a  rule  examines  trust 
companies  as  well  as  banks  and  the  time  is  not  far  distant  when  the  two 
institutions  will  be  regulated  by  the  same  law  as  far  as  the  business  of 
banking  is  concerned. 

As  an  indication  of  the  latest  tendencies  in  bank  and  trust  company 
legislation  these  acts  passed  by  the  last  legislature  of  the  state  of  New 
York  are  important : 

1.  Overdrafts  are  prohibited  to  officers,  directors,  and  employees  of 
banks  and  trust  companies. 

2.  Commission  is  denied  to  an  officer  or  director  of  a  bank  for  pro¬ 
curing  loans  from  that  bank  to  any  corporation. 

1  Bankers’  Magazine ,  New  York,  Vol.  LXI,  p.  787,  1900. 

*  Cator,  ‘‘Trust  Companies  in  the  United  States,”  Johns  Hopkins  University  Studies  in  Historical 
and  Political  Science,  Series  20,  Nos.  5-6,  May- June,  1902,  p.  53. 
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3.  Banks  and  trust  companies* must  report  on  call  at  least  every 
three  months.  Formerly  they  reported  twice  a  year  on  specified  dates. 

4.  State  superintendent  of  banks  must  examine  banks  and  trust  com¬ 
panies  twice  a  year  instead  of  annually  as  heretofore. 

5.  Directors  or  three  of  them  must  make  two  examinations  of  the 
institution,  OneAJl-  April  an/T the  other  in  October  of  each  year.  Report 
of  the  examination  must  be  filed  with  the  state  banking  department.  In 
this  examination  the  directors  are  to  ascertain  especially  the  character  of 
the  loans  and  the  security  therefor. 

6.  Not  over  10  per  cent,  of  the  capital  and  surplus  may  be  loaned  to 
any  one  person,  firm  or  corporation,  if  unsecured,  and  not  over  40  per 
cent,  if  secured.1 

The  greatest  cause  of  bank  failures  is  excessive  loans  to  an  individual, 
firm,  or  corporation  in  which  the  officers  of  the  bank  or  trust  company 
are  interested.  The  provision  of  law  limiting  the  amount  that  may  be 
loaned  to  a  single  firm  is  most  difficult  to  enforce.  President  Hamilton 
of  the  x\merican  Bankers’  Association  says  the  old  law  limiting  the 
amount  of  loans  by  national  banks  to  an  individual,  firm  or  corpora¬ 
tion  was  constantly  violated.2  This  law  provided  that  10  per  cent, 
of  the  unimpaired  capital  might  be  so  loaned.  Under  the  new  law 
passed  at  the  last  session  of  Congress  the  limit  is  10  per  cent,  of  the 
unimpaired  capital  and  surplus.  The  only  way  of  enforcing  this  act  is 
by  suit  to  forfeit  the  bank’s  charter.  This  remedy  has  always  proved 
too  violent ;  the  examiners  and  the  controller  have  not  had  the  courage 
to  enforce  it,  and  it  has  remained  a  dead  letter. 

After  all,  it  should  be  remembered  that  thoroughly  effective  bank 
supervision  is  well  nigh  impossible.  No  matter  how  acute  the  examiner, 
he  may  be  deceived.  No  outside  examination  of  a  bank  can  supply 
honesty  and  good  judgment  for  the  officers.  We  should  enact  such 
legislation  as  will  keep  the  business  of  banking  upon  a  high  plane  and 
make  it  a  calling  that  will  attract  only  men  of  honor  and  integrity.  In 

this  way  the  banker  can  render  his  greatest  service  to  society  and  in  an 

• 

increasing  degree  set  in  motion  one  of  the  strongest  forces  making  for 
industrial  progress. 

'“Report  of  Supt.  of  Banks,  New  York,”  Bankers'  Magazine ,  Vol.  LXXII.  pp.  105-106,  1906. 

1  Bankers'  Magazine,  New  York,  Vol.  LXXII,  p.  95,  1906. 


